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— ~ Indicate the best answer for each of the following multiple choice

“question.  (25%)

(—)  Audit risk, which the auditor requires reasonable protection against, is a combination of EP
the risk that a material misstatement will occur in the accounting process used to develop ﬁ
the financial statements and that
(1) a company’s internal control is not adequate to detect errors and fraud.

(2) errors that occur will not be detected in the audit,

(3) management may lack integrity,. '

(4) evidential matter is not competent chough for the auditor to form an opinton based on
~ reasonable assurance. | R |

(=) What information should a successor auditor obtain during the inquiry of the predecessor
| auditor prior to acceptance of the audit?
I Facts that bear on the integrity of management
[I Disagreements with management concerning auditing procedures

III Whether statistical or nonstatistical sampling was used to gather evidence

[V The effect of the client’s internal audit function on the scope of the independent audit. |
(1) Tand 1l . S '
(2) Il and 1V
3) Tand IV
(4) II and III

(=) An auditor testing long-term investments ordinarily would use analytical procedures as
the primary audit procedure to ascertain the reasonableness of the
(1) valuation of marketable equity securities.
(2) classification of gains and losses on the disposal of securities. -
(3) completeness of rccorded investment income.
(4) existence and ownership of investments.

(vg) Reports are considered special reports when issucd in connection with

(1) compliance with aspects of regulatory requircments related to audited fAinancial
statements. D e -

(2) pro forma financial presentations designed to demonstrate the effect of hypothetical
transactions. | , E o .

(3) feasibility studies presented to illustrate an entity’s result of operations.

(4) interim financial information reviewed to determine whether material modifications
should be mage to conform with generally accepted accounting principles. -
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(£) A major responsibility of internal auditing is to
(1) install sound accounting, financial, and operating controls at reasonable cost.
(2) ascertain the extent of entity compliance with established policies, plans, and
procedures.
(3) account for the entity’s assets and safeguard them from losses.

(4) develop reliable management data.
(5) All of the above '
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